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About Us

• Together, CBIZ & MHM are a Top Ten accounting provider
• Offices in most major markets
• Tax, audit and attest and advisory services
• Over 2,900 professionals nationwide

A member of Kreston International 
A global network of independent 

accounting firms

MHM (Mayer Hoffman McCann P.C.) is an independent CPA firm that provides audit, review and attest services, and works closely with CBIZ, a business consulting, 
tax and financial services provider. CBIZ and MHM are members of Kreston International Limited, a global network of independent accounting firms.
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Before We Get Started…

• Use the control panel on the 
right side of your screen to:
• Change your audio mode between 

Computer Audio or Phone
• Submit questions
• Download handouts

• If you need technical assistance:
• Call support at 877-582-7011
• Email us at 

cbizmhmwebinars@cbiz.com

mailto:cbizmhmwebinars@cbiz.com
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CPE Credit

This webinar is eligible for CPE 
credit. To receive credit, you will 
need to answer polling 
questions throughout the 
webinar.

External participants will receive 
their CPE certificates via email 
within 15 business days of the 
webinar.
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Disclaimer

The information in this Executive Education Series 
course is a brief summary and may not include all 

the details relevant to your situation. 

Please contact your service provider to further 
discuss the impact on your business.
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Nathan Smith is a Director in the CBIZ National Tax Office, bringing over 

19 years of experience in public accounting to provide technical support 

and strategic solutions for the firm’s tax practice. Nathan leads the 

development of practice aids and tactical approaches used in 

responding to industry and Federal tax developments in a variety of 

subject matter areas. Nathan also consults nationally to facilitate 

delivery of client service opportunities and solutions, contributes as an 

author and editor to the firm's tax thought leadership publications and 

assists with the development and implementation of national tax 

policies and procedures. 

727.572.1400 • nate.smith@cbiz.com

Nathan Smith, CPA
Director

Presenter
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REFRESHER ON PARTNERSHIP AUDIT RULES

Together with Technical Corrections and 
Proposed Regulations Updates



#cbizmhmwebinar 9Questions? Email cbizmhmwebinars@cbiz.com

Refresher and Update on New Partnership Audit Rules

• IRS facing significant challenges in conducting audits 
under existing TEFRA rules
• Identification of Tax Matters Partner
• Administration of required notice and participation rights
• Processing of examination adjustments for ultimate partners

• Bipartisan Budget Act of 2015 (“BBA”) signed into law on 
November 2, 2015

• New audit rules generally apply to partnership tax years 
beginning after December 31, 2017

• Many strategies to consider under new rules; specific 
concerns of partners effectively require every partnership 
and LLC to amend its partnership/member agreement
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Updates to Partnership Audit Rules

June 14, 2017

• Proposed regulations for comprehensive guidance for many nuances of the 
new law that were unspecified in the legislation

Nov. 30, 2017

• Proposed regulations for guidance to address application of the new law to 
certain international tax issues

Dec. 19, 2017

• Proposed regulations for guidance to address application of the “push-out 
election” involving tiered ownership structures

Jan. 2, 2018

• Final regulations provides guidance to implement rules for eligible 
partnerships to elect out of the new regime

Feb. 2, 2018

• Proposed regulations for guidance regarding a partner’s basis and capital 
account adjustments as a result of the new law

Mar. 23, 2018

• Technical corrections legislation enacted by Congress to corrects many 
important provisions of the new law that were unclear or unfair
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Refresher and Update on New Partnership Audit Rules

• New rules fundamentally change the IRS examination and 
tax collection process for partnerships
• Underpaid tax, interest and penalties resulting from 

unfavorable exam adjustments (“imputed underpayment”) 
assessed against and collected from partnership itself

• Payable by partnership during the “adjustment year,” which 
is the year when “final partnership adjustment” IRS notice is 
mailed; reported on partnership’s adjustment year tax filing

• Exam adjustments not resulting in imputed underpayment 
(favorable adjustments) do not produce a refund; instead 
are reported as income adjustments in partnership’s 
adjustment year tax filing
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Refresher and Update on New Partnership Audit Rules

• Eligible partnerships provided with annual election to “opt 
out” of new rules.  Eligible partnerships:
• Cannot issue more than 100 “statements” (Schedules K-1)
• Cannot have a partner that is a partnership or a trust
• Can have foreign partners, if such partners have TIN, and 

would be treated as C Corporations if they were domestic
Under January 2018 final regulations, the June 2017 proposed 
rule is confirmed in that an eligible partnership cannot have a 
partner that is a disregarded entity, nominee, or non-partner’s 
estate

Under January 2018 final regulations, the June 2017 proposed 
rule is confirmed in that shareholders of S corporation partners 
count toward 100-statement limit



#cbizmhmwebinar 13Questions? Email cbizmhmwebinars@cbiz.com

Refresher and Update on New Partnership Audit Rules

• Tax Matters Partner eliminated
• Partnership Representative (“PR”) installed and given 

exclusive authority to bind the partnership and its 
partners to strategies employed during audit
• PR can be any person (partner or non-partner), as long 

as the person has a “substantial presence in the United 
States”

• Partners have no rights to participate in audit, receive 
notice of key audit stages, or contest audit results

• Under proposed regulations, PR can be entity, as long 
as U.S. individual also is identified to act for entity

• IRS can name a PR if a designation is not in effect



#cbizmhmwebinar 14Questions? Email cbizmhmwebinars@cbiz.com

Refresher and Update on New Partnership Audit Rules

• An imputed underpayment is calculated by netting 
exam adjustments of similar character, and 
multiplying the netted positive amounts by the 
highest rate of tax in effect (for any type of taxpayer) 
for the year to which the adjustment relates
• Adjustments to partnership’s credit items then increase 

or decrease the tentative calculation
Under November 2017 proposed regulations, adjustments to a 
partnership’s creditable foreign tax expenditures (that would 
result in a foreign tax credit for a partner) cannot decrease the 
imputed underpayment, but do increase it if such adjustments 
are unfavorable (hence, there is an “increases only” rule here)
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Refresher and Update on New Partnership Audit Rules

• PR can request alternative to the default imputed 
underpayment calculation, using “modification” 
procedures, or using a “push-out” election
• Modification procedures and push-out elections operate to 

reduce or eliminate a portion or all of the partnership’s 
liability for an imputed underpayment

• The PR is the only person with IRS authority to choose a 
modification procedure or to make a push-out election

Under technical corrections legislation, modifications or push-
out elections may be requested even if no portion of the exam 
adjustment results in an imputed underpayment, so if the 
adjustment is purely non-positive (favorable), all of these 
options are still available (big change from proposed regs)
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Refresher and Update on New Partnership Audit Rules

• Modification procedures: Amended returns
• Amended returns for “reviewed year” (the year 

pertaining to the exam adjustment) filed by some or all 
partners
• Amended returns do not have to be filed by all partners, 

or any partners
• However, in the case of a reallocation adjustments, all 

affected partners must file amended returns
• Default imputed underpayment does not include exam 

adjustments taken into account on amended returns
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Refresher and Update on New Partnership Audit Rules

• Modification procedures: Amended returns (cont’d)
• Amended returns must also be filed for “intervening years” 

if affected by adjustment
• Amended returns can be filed by “indirect partners” (e.g., 

owners of S Corporation partners and Partnership partners) 
to satisfy modification criteria for adjustments allocable to 
pass-through partners

• Under proposed regulations, pass-through partners (e.g., 
partnership partners and S corporation partners) can elect 
to file an amended return that calculates an entity-level tax 
using a safe-harbor rate equal to the maximum rate for any 
type of partner, instead of providing for amended returns 
from indirect partners
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Refresher and Update on New Partnership Audit Rules

• Modification procedures: Amended returns (cont’d)

Under technical corrections legislation, the partners can 
simply pay the tax that would be due with amended returns 
(without actually filing amended returns), make binding 
changes to their tax attributes for subsequent years, and 
provide the IRS information to substantiate that the tax was 
correctly computed and paid

This has the same effect as amended returns, and is referred 
to as the “pull-in” procedure
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Refresher and Update on New Partnership Audit Rules

• Modification Procedures: Rate Modification
• Rate of tax used to compute imputed underpayment is 

reduced when shown that the highest tax rate for particular 
partners is lower than the highest rate for any partner
• C Corporations have a maximum rate of 21%
• Individuals have a maximum rate of 20% for the portion of 

adjustments allocable to qualified dividend income or long-
term capital gains

• S Corporation partners considered to be individuals
• Under proposed regulations, partnership partners are 

eligible to substantiate rate modification to the extent 
adjustments are allocable to its own partners who have the 
above criteria
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Refresher and Update on New Partnership Audit Rules

• Modification Procedures: Tax-exempt Partners
• Rate of tax used to compute imputed underpayment is 

reduced when shown it is allocable to a “tax-exempt” 
partner as defined under IRC §168(h)(2)

• Under proposed regulations, the tax-exempt partner 
must also demonstrate its adjustment is not subject to 
unrelated business income tax



#cbizmhmwebinar 21Questions? Email cbizmhmwebinars@cbiz.com

Refresher and Update on New Partnership Audit Rules

• Push-out election
• In lieu of imputed underpayment, partnership elects to 

have the exam adjustment “pushed out” to all 
reviewed year partners affected by adjustment
• No amended returns filed; reviewed year returns 

recomputed with adjustment to identify tax increase
• Tax increase payable by reviewed year partners during 

the year that the adjustments are reported
• Interest on underpaid tax includes a 2% surcharge

Non-positive (favorable) adjustments can be taken into 
account as a result of technical corrections legislation (big 
change from proposed regulations)



#cbizmhmwebinar 22Questions? Email cbizmhmwebinars@cbiz.com

Refresher and Update on New Partnership Audit Rules

• Push-out election (cont’d)
• Corollary adjustments to “intervening years” also 

required
Exam adjustments are permitted under technical 
corrections legislation to push out to indirect partners 
through tiers of ownership (e.g., owners of partnership 
partners and S corporation partners)

Also under technical corrections legislation, partnership 
partners and S corporation partners must pay tax on exam 
adjustments at the entity level, if such partners do not 
continue to push out exam adjustments to their 
respective owners
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Refresher and Update on New Partnership Audit Rules

• Push-out election (cont’d)
Under technical corrections legislation, partners that are 
partnerships or S corporations must file a tracking report 
to specify information pertaining to its subsequent push-
out; the tracking report is due at the time of the 
partnership’s tax return due date (including extensions) 
for the year during which the notice of final partnership 
adjustment is mailed

Under December 2017 proposed regulations, partners 
subject to push-out election no longer can elect to pay a 
“safe harbor” amount in lieu of recalculating actual taxes 
that result from push-out amounts
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Refresher and Update on New Partnership Audit Rules

• Push-out election (cont’d)
Under November 2017 proposed regulations, an entity-
level tax withholding obligation attaches to a partnership’s 
push-out election when allocations are made to foreign 
partners who would have been subject to withholding
• Withholding taxes for income allocable to foreign 

partners must be paid by the partnership for allocations 
made under a push-out election to foreign partners

• This runs contrary to the general result under a push-
out election--where a partnership’s entity-level liability 
is otherwise removed

• The partnership must also file Forms 1042, 1042-S, 
8804, and 8805 when making a withholding payment 
as a result of the push-out election
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OTHER UPDATES TO PARTNERSHIP AUDIT RULES
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Other Updates to Partnership Audit Rules

• Other technical corrections to the partnership audit 
rules made by the March 23 legislation include:
• Broadening of the rules’ scope to include any item or 

amount with respect to the partnership that is relevant 
in determining the income tax liability of any person 
(the scope of the BBA was limited to income, gain, loss, 
deduction, or credit)

• When examination adjustments cannot be netted 
because they are of a different character, clarification 
that partnership loss that could be subject to passive 
loss rules is a type that cannot offset other ordinary 
income items
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Other Updates to Partnership Audit Rules

• The technical corrections to the partnership audit rules 
made by the March 23 legislation also clarify that a 
partner remains liable for self-employment tax and net 
investment income tax that results as a consequence of 
the partnership’s audit adjustments
• This clarification removes an incentive to use the default 

rule, in situations where partners desired to be 
“undisturbed” and allow the partnership to settle income 
taxes owed at the entity level

• Because these other taxes are still due, partners apparently 
will be required to amend tax returns solely for the purpose 
of paying these other taxes; hence they will not be 
undisturbed in the manner previously described
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Other Updates to Partnership Audit Rules

• The November 2017 proposed regulations integrate a 
partnership’s tax withholding obligation for foreign partners 
with the new law
• The new law applies only to income taxes (chapter 1), so these 

withholding taxes (chapters 3 and 4) for foreign partners are not 
directly covered and are subject to “separate exams”

• If a “separate exam” for these chapter 3 and 4 taxes happens 
before an income tax exam of the partnership starts, the 
adjustments made in the separate exam are disregarded in the 
income tax exam to the extent they also are made in the 
partnership’s subsequent income tax exam

• If such a “separate exam” happens after an income tax exam of 
the partnership, tax on adjustments proposed in the separate 
exam is considered settled to the extent related to the same 
adjustment made during the income tax exam, where the 
partnership paid tax on the same adjustment during the income 
tax exam
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Other Updates to Partnership Audit Rules

• The February 2018 proposed regulations provide guidance 
about adjustments to a partnership’s and a partner’s tax 
attributes as a result of a partnership’s tax payment under 
the new rules
• The tax basis and 704(b) book value of the partnership’s 

property is adjusted (unless no longer held in the 
adjustment year)

• Amounts determined under section 704(c) are adjusted
• The tax basis and 704(b) capital account for each partner’s 

partnership interest is adjusted
• Allocated to same partners (or their successors in interest) in 

adjustment year (not retroactively to reviewed year)
• Allocations generally follow the manner in which they would 

have occurred in the reviewed year under normal 704(b) rules
• No allocation permitted for taxable adjustment year partners 

that acquired interest from tax-exempt reviewed year partner
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Other Updates to Partnership Audit Rules

• The February 2018 proposed regulations also provide 
guidance about the allocation of nondeductible expenses 
that exist because of the partnership’s tax payment
• Nondeductible expenses generally follow the allocation of 

the adjustment itself
• For tax-exempt partners however, no allocation of 

nondeductible expense is made
• For push-out elections, the February 2018 proposed 

regulations provide that any and all tax attributes of the 
reviewed year partners are adjusted in the reviewed year 
or intervening years, as applicable
• The partnership adjusts its tax attributes in the adjustment 

year
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Path Forward

• The new partnership audit rules are effective for tax 
years beginning after Dec. 31, 2017

• Although the new rules are already in force for many 
partnerships, final guidance still does not exist in the 
following areas:
• June 2017 proposed regulations pertaining to 

comprehensive manner in which new rules operate
• November 2017 proposed regulations pertaining to 

international issues
• February 2018 proposed regulations pertaining to basis 

and capital account adjustments
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Path Forward

• The IRS and Treasury are working to finalize these 
regulations as they are working on regulations for 
critical aspects of the new tax reform law

• Regarding the anticipated timing for finalization of the 
partnership audit rules regulations, Rochelle Hodes, 
Treasury associate tax legislative counsel, said at a 
March 21 speaking event that the government may 
not be able to finalize all of the guidance by summer 
2018, and that it may be finalized in tranches when 
each package is ready
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ACCOUNTING FOR ADJUSTMENTS UNDER ASC 740
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Accounting for Adjustments Under ASC 740

• The new partnership audit rules provide that tax 
payments associated with examination adjustments are 
payable by the partnership itself, unless alternative 
actions are taken by the partnership representative
• This is an entity-level payment obligation, despite the fact 

that a partnership is otherwise a pass-through entity for 
federal income tax purposes

• The entity-level payment obligation resulting from the 
default rule raises new accounting considerations for a 
partnership, which otherwise refers to accounting 
guidance for pass-through entities
• Does ASC 740 govern accounting for the entity-level 

payment obligation of a partnership?
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Accounting for Adjustments Under ASC 740

• The scope of potential tax payments to be made at the 
entity level includes:
• Tax resulting from examination adjustments discovered 

during an IRS audit
• Tax resulting from administrative adjustment requests filed 

by the partnership (the equivalent to an amended return for 
partnerships subject to the new audit rules)

• Interest and penalties on any entity-level tax payment
• The potential for payment under any of these events 

indicates that (prior to these occurrences) the partnership 
has uncertain tax positions
• Does this extend the recognition and measurement analysis 

of ASC 740-10-25-5 (aka “FIN 48”) to a partnership’s federal 
tax positions?
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Accounting for Adjustments Under ASC 740

• The partnership representative can restore the traditional 
application of pass-through taxation for examination 
adjustments by:
• Electing out of the new partnership audit rules, if eligible
• Making an amended return modification request (or a pull-in 

modification request)
• Making a push-out election

• This adds a conceptual wrinkle to the existing question about 
the proper accounting for entity-level payments, because any 
of these actions by the partnership representative are optional
• Must one assume the default rule because of this optionality?
• If  not, what factors could overcome this optionality for financial 

accounting purposes?
• Before asking these questions, it must first be determined 

whether ASC 740 applies to entity-level payments under the 
default rule
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Accounting for Adjustments Under ASC 740

• Basic accounting guidelines for pass-through entities (PTE):
• Generally, no entity-level income tax accounting because the 

PTE’s owners are taxed on their respective shares of the PTE’s 
taxable income (ASC 740-10-30-2, ASC 740-10-40-6)

• Accounting rules for uncertain tax positions generally apply to the 
PTE (ASC 740-10-15-2AA)

• Regarding a taxable entity’s investment in a PTE, the widely-
accepted view is that the taxable entity’s investment in the PTE is 
treated as the unit of account for ASC 740 purposes (rather than 
the taxable entity’s proportionate share in each of the PTE’s 
assets/liabilities)
• Nevertheless, a taxable entity’s current taxes on its share of income 

from a PTE, as well as the deferred taxes on its investment in the 
PTE, remain subject to the basic recognition and measurement 
criteria of ASC 740-10-25-5 (FIN 48), which requires consideration of 
the taxable entity’s share of uncertain tax positions within the PTE
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Accounting for Adjustments Under ASC 740

• The accounting guidance of ASC 740 applies only to taxes 
based on income (ASC 740-10-15-3)

• Section 6221(a) of the Internal Revenue Code provides 
that tax on exam adjustments is assessed and collected at 
the partnership level, notwithstanding modification 
requested by the partnership representative

• Section 6232(a) provides that the assessment and 
collection occurs in the same manner as if it was a tax 
imposed under “subtitle A” (income tax)

What to make of the partnership’s entity level payment
(or potential FIN 48 liability for payment)
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Accounting for Adjustments Under ASC 740

• Although the law provides that payment in this case is 
“assessed and collected” at the entity-level in a manner similar 
to income taxes, this does not clearly answer the accounting 
question as to whether the payment is a tax based on income
• “Assessed and collected” seem to speak to a legally enforceable 

payment obligation, but do not exactly insinuate that the 
payment is a tax liability based on the partnership’s income

• In Baltic v. Com’r, 129 T.C. 19 (2007), the Court noted that Section 
6203 defines “assessment” as “the formal recording of a 
taxpayer’s tax liability”
• Many other courts noted similarly (see for example, Miller v. U.S., 

763 F. Supp. [1534] at 1543 (N.D. Cal. 1991))
• In an effort to answer the question, the Regulations and other 

sources should also be reviewed
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Accounting for Adjustments Under ASC 740

• In the preamble to June 2017 Proposed Regulations, it is stated 
that “the partnership is liable for an imputed underpayment 
based on the adjustments made at the partnership level” 
(NPRM REG-136118-15)

• In the preamble to December 2017 Proposed Regulations 
(dealing with push-out elections), the IRS stated that:
• “Partnerships, as such, are not subject to tax under chapter 1 of 

the Code . . .”
• . . . and with respect to assessment and collection from the 

partners, went on to say . . .
• “The enactment of the centralized partnership audit regime 

changed this paradigm by introducing the imputed 
underpayment, an entity-level liability . . . that is assessed and 
collected at the partnership level, rather than being assessed and 
collected from the ultimate partners.” (NPRM REG-120232-17; 
REG-120233-17)
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Accounting for Adjustments Under ASC 740

• The 2015 explanation of the new rules provided by the Joint 
Committee on Taxation address this issue directly, where they 
state in their “Blue Book” report:
• “Under the centralized system, the flowthrough nature of the 

partnership under subchapter K of the Code is unchanged, but 
the partnership is treated as a point of collection of 
underpayments that would otherwise be the responsibility of 
partners.” (JCS-1-16, at 79)

• As articulated here, the partnership’s payment is regarded as a 
collection mechanism with regard to the tax responsibility of 
the partners, lending strong credence to the notion that the 
payment is not a tax on the partnership’s income
• Although this is directly on point, the authoritative weight of the 

Blue Book report is applicable only when the statute is ambiguous 
(Caltex Oil Venture v. Com’r, 138 T.C. 18, 34 (2012); Burlington 
N.R.R. v. Okla. Tax Comm’n, 481 US 454, 461)
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Accounting for Adjustments Under ASC 740

• Recap regarding the nature of the payment as a tax based 
on income
• The law only states that a payment is “assessed and 

collected” at the partnership level
• The December 2017 proposed regulations are somewhat 

helpful in re-stating that partnerships are not subject to tax, 
as they went on to distinguish changes relating to liabilities 
that are “assessed and collected” at the partnership level

• The Joint Committee on Taxation’s report is very helpful in 
answering this question, and although its authoritative 
weight is much less than that of the Code and Regulations, it 
can be considered to the extent the Code and Regulations 
are ambiguous
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Accounting for Adjustments Under ASC 740

• Through examples, ASC 740 touches on some broad 
concepts involved with determining whether a payment is 
a tax based on income

• Example at ASC 740-10-55-228
• In a situation involving an S corporation where laws and 

regulations permit the S corporation and its shareholders to 
be held jointly and severally liable for payment of income 
taxes, and where those laws and regulations also indicate 
that the S corporation’s payment is made on behalf of its 
shareholders, the S corporation’s payment is attributed to 
its shareholders. Hence, the payment is treated as a 
transaction with the shareholders.
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Accounting for Adjustments Under ASC 740

• Example at ASC 740-10-55-228, cont’d
• On the first condition in the example, Section 6232(f) 

provides that a partnership’s failure to satisfy the entity-
level payment obligation allows the IRS to pursue payment 
from each partner
• However, this is not a “joint and several” payment right, in that 

the IRS cannot pursue all of the payment from any of the 
parties involved

• The IRS must first pursue payment from the partnership, and 
only after the partnership fails to pay by a specified date, may 
the IRS pursue payment from the partners

• Even if the partners become liable, they are each liable only on 
their proportionate shares of the payment, so there is no joint 
and several payment right for the IRS here
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Accounting for Adjustments Under ASC 740

• Example at ASC 740-10-55-228, cont’d
• On the second condition in the example, the Joint 

Committee on Taxation’s Blue Book report indicates 
that the partnership’s payments are made on behalf of 
the partners, however, federal laws and regulations do 
not indicate this

• Accordingly, the example at ASC 740-10-55-228 is not 
analogous to the new partnership audit rules and does 
not answer the question
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Accounting for Adjustments Under ASC 740

• Example at ASC 740-10-55-226
• In a situation where tax is assessed on a partnership and 

where partners are permitted to file personal returns and 
claim a pro rata share of the partnership’s payment as a 
credit, the partnership’s payment is attributed to the 
partners regardless of whether they file, and regardless of 
any reimbursement arrangement from the partners.  Hence, 
the payment is treated as a transaction with the partners.

• This example is not analogous to the new partnership audit 
rules either, because the federal laws and regulations do not 
permit partners to claim credits on personal tax filings based 
on the partnership’s entity-level payment

• As such, this example does not answer the question
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Accounting for Adjustments Under ASC 740

• Example at ASC 740-10-55-227
• In the previous situation, where no provision is made for the 

partners to file personal returns and where laws and 
regulations do not indicate that the partnership’s payments 
are made on behalf of the partners, the payment is 
attributed to the partnership and is subject to ASC 740

• This example is the closest to the new partnership audit 
rules, because on the first condition, provisions do broadly 
exist for partners to file personal returns

• On the other condition in the example, again the Blue Book 
report indicates that the partnership’s payments are made 
on behalf of the partners, however, federal laws and 
regulations do not indicate this

• As such, this example does not answer the question directly, 
but it is closer than the others
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Accounting for Adjustments Under ASC 740

• In March 2018, the AICPA posted “Q&A Section 7200” (item 
.09) to state its position for this question

• In the AICPA guidance, they provide as follows:
• “[T]he collection of tax from the partnership is merely an 

administrative convenience on the part of the government to 
collect the underpayment of income taxes from the partners in 
previous periods.  Accordingly, the income taxes on partnership 
income, regardless of when paid, should continue to be 
attributed to the partners and, therefore, the partnership would 
not apply the FASB ASC 740 accounting model . . .”

• The AICPA guidance then states:
• “[A] payment made by the partnership under the IRS partnership 

audit regime should be treated as a distribution from the 
partnership to the partners in the financial statements of the 
partnership.”
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Accounting for Adjustments Under ASC 740

• The AICPA guidance echoes similar views from other 
major accounting firms and from the Joint Committee 
on Taxation’s Blue Book, and reflects the notion that 
the partnership’s payment is for the benefit of its 
partners, and does not constitute a tax on partnership 
income

• Accordingly, the questions about whether the 
partnership representative takes certain actions to 
modify or eliminate the entity-level payment liability 
are irrelevant in concluding that ASC 740 does not 
apply to potential liabilities under the new 
partnership audit rules
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Accounting for Adjustments Under ASC 740

• Because ASC 740 does not apply here, accounting for the 
liability is treated as a transaction with the partners (as a 
distribution for financial accounting purposes)

• The timing of such liability depends on when the 
partnership is obligated to pay
• This generally is when the partnership declares a 

distribution
• In this case, a partnership likely should consider 

accounting guidance under ASC 450 to determine when 
its distribution (obligation to pay) is effectively declared
• ASC 450 standards require consideration of liabilities that 

are probable and reasonably estimable
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?
QUESTIONS
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If You Enjoyed This Webcast…

Upcoming Courses:
• 6/6: Key International Tax Considerations

• 6/18: Consolidation Check-In – An Accounting for Consolidations Update 

• 7/2: Second Quarter Accounting and Financial Reporting Issues Update

Recent Publications:
• Are Qualified Opportunity Zones a Golden Opportunity for Avoiding Capital 

Gains Tax?

• 2018 Standard Mileage Rates Updated to Reflect Elimination of Miscellaneous 
Itemized Deductions

• IRS Responds to State Tax Deduction Workarounds

http://www.mhmcpa.com/Resources/Webinars/2018/Key-International-Tax-Considerations-June-6.aspx
http://www.mhmcpa.com/Resources/Webinars/2018/Consolidation-Check-In-An-Accounting-for-Consolidations-Update-June-18.aspx
http://www.mhmcpa.com/Resources/Webinars/2018/Second-Quarter-Accounting-and-Financial-Reporting-Issues-Update-July-2.aspx
https://www.cbiz.com/insights-resources/details/articleid/6536/are-qualified-opportunity-zones-a-golden-opportunity-for-avoiding-capital-gains-tax-article
https://www.cbiz.com/insights-resources/details/articleid/6538/2018-standard-mileage-rates-updated-to-reflect-elimination-of-miscellaneous-itemized-deductions-article
https://www.cbiz.com/insights-resources/details/articleid/6535/irs-responds-to-state-tax-deduction-workarounds-article
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Connect with Us

linkedin.com/company/
mayer-hoffman-mccann-p.c.

@mhm_pc

youtube.com/
mayerhoffmanmccann

slideshare.net/mhmpc

linkedin.com/company/
cbiz-mhm-llc

@cbizmhm

youtube.com/
BizTipsVideos

slideshare.net/CBIZInc

MHM CBIZ

http://linkedin.com/company/mayer-hoffman-mccann-p.c.
http://twitter.com/mhm_pc
http://youtube.com/mayerhoffmanmccann
http://slideshare.net/mhmpc
http://linkedin.com/company/cbiz-mhm-llc
http://twitter.com/cbizmhm
http://youtube.com/BizTipsVideos
http://slideshare.net/cbizinc
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THANK YOU
CBIZ & Mayer Hoffman McCann P.C.
cbizmhmwebinars@cbiz.com
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